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Introduction 1
In recent years we have witnessed an increasing interest in intellectual capital (IC) measurement, management and reporting. Research activities have focused on different issues (for literature reviews see e.g. Cañibano et al., 2000; Bontis, 2001; Kaufmann and Schneider, 2004; Marr et al., 2003; Ashton, 2005; Roos et al., 2005; Abeysekera, 2006) .
Organizations have different motivations as to why they focus on IC. These can be classified into two broad categories; internal and external. A review of the literature by Marr et al. (2003) identified four main internal reasons -to help organizations formulate their strategy, assess strategy execution, assist in diversification and expansion decisions, and use IC as a basis for compensation -and, one external -to communicate measures to external stakeholders. A feature of previous research is that it tends to focus on IC from either an internal or external perspective. Few studies have empirically linked these two perspectives.
The research presented in this paper focuses on the link between IC annual report disclosure and internal IC management practices. IC can be categorized in different ways (e.g. Kaufmann and Schneider, 2004) .
For the purpose of this study, the focus was on a sub-category of IC, namely human capital (HC), in line with other studies such as Abeysekera and Guthrie (2004) , Stittle (2004) and Stiles and Kulvisaechana (2003) . According to Abeysekera and Guthrie (2004, p. 253) human capital refers to "a combination of factors possessed by individuals and the collective workforce of a firm. It can encompass knowledge, skills and technical ability; personal traits such as intelligence, energy, attitude, reliability, commitment; ability to learn, including aptitude, imagination and creativity; desire to share information, participate in a team and focus on the goals of the organisation".
The annual report is an important document because it is the principal means for corporate communication of activities and intentions to stakeholders (Holland and Boon Foo, 2003) and because it signals what is important to the reporting company through the reporting mechanism (Guthrie and Petty, 2000; April et al., 2003; Guthrie et al., 2004) .
Sophisticated users, such as analysts and investors, draw on annual report information in their work, to, for example, provide earnings forecasts and to justify recommendations to investors. This does not only relate to financial information, but also to non-financial information and narrative reporting (Garcia-Meca, 2005; Rutherford, 2005) . Several studies point out that annual report users are requesting more and more reliable information related to key drivers, such as HC, of future company value creation capabilities (e.g. Maines et al., 2002; Beattie, 2000; Healy and Palepu, 2001; Abeysekera and Guthrie, 2004) . Many companies have responded to this request. Indeed, studies have identified an upward trend in the annual reporting of non-financial information and accounting narratives related to value drivers (e.g. Williams, 2001; Abeysekera and Guthrie, 2004; Vandemaele et al., 2005) .
In this stream of research the existence of a link between annual report disclosures and internal management practices is implicitly assumed. Prior research argues that positive effects of disclosure include a reduction in cost of capital, a lower level of information asymmetry (Garcia-Meca et al. 2005) , enhancement of stock market liquidity, and increased demand for companies´ securities (Healy and Palepu, 2001 ). These positive effects can only ensue if disclosures provide information about actually occurring internal management practices. In spite of the importance of the link between disclosures and management practice, the existence of the link has been scantily empirically tested. Indeed, a review of the IC literature identified no such empirical study. However, research on the link between external disclosure and internal management practices has started in the nearby field of environmental reporting (e.g. Frost and Seamer, 2002; Tilt, 2006) 4 Recent research gives reason to question the strength of the link. Despite the previously noted functions of the annual report, there are concerns as to why sophisticated users, despite an increasing body of literature documenting the profitability of HC investments, are ambivalent about using HC related disclosure information (Holland, 2003; Johanson, 2003; Holland and Johanson, 2003) . Johanson (2003, p. 32-33) has presented four explanations to this observation. First, capital actors might be ambivalent because they don't understand how HC investments contribute to the value creation process of the firm. Second, capital market actors might be hesitant about HC information because they do not know if they could rely on HC indicators. Third, their reluctance might be connected to the lack of ownership of intangibles related to people. Fourth, capital market actors are ultimately hesitant and indecisive because they do not know if the measures in actual fact matter in the firm's management control process. This fourth explanation includes issues such as: Does management take the necessary action on data? and Is there consistency between the HC information that is disclosed externally and HC activities/programs implemented internally?
The fourth explanation is related to the previously discussed link between annual reporting disclosure and internal management practices, which is also the focus of this study. The research issue addressed is -Is there an association between annual report HC disclosures and internal HC management practices?
The remainder of the paper is organised as follows. The next section discusses the research method used. Section 3 presents the results from the study. A concluding discussion and future research emanating from the study are provided in the final section of the paper.
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Research method
In order to study the issue of association between annual report disclosure and management practices two sets of data were needed. Disclosure data was collected directly from annual reports, while data on management practices was collected through an e-mail questionnaire. The empirical setting and data collection methodology will be described next.
Empirical setting
Comparative studies of HC annual report disclosure practices show variations between countries. For the purpose of this study it is advantageous to investigate a country where the HC idea is widely discussed. Both disclosure of and management practices on HC are expected to be well developed in Sweden, which makes the country a suitable empirical setting for studying the issue at hand.
A concept which often is used to describe both Swedish business culture and management is `stakeholder capitalism` (as opposed to `shareholder capitalism`) (Bjerke, 1999; Näsi, 1995; Grenness, 2003) . This idea is based on mutual agreements and cooperation between employers, employees and other stakeholders, as well as on implicit long-term bonds between stakeholders. These implicit bonds are likely to become manifest in Swedish HC practice. There is support in the literature that employees matter in companies internal management control work. In a study of the balanced scorecard in Sweden, Ax and Bjørnenak (2005) found that a large majority of Swedish companies have developed a separate employee measurement perspective in addition to the four perspectives presented by Kaplan and Norton (1996) in their scorecards. The authors argued that this observation could partly be explained by the Swedish stakeholder business culture.
Factors which can be expected to contribute to a well developed disclosure of and management practices on HC in Sweden are the intellectual capital model presented by Leif Edvinsson and Skandia's work on the Navigator model (e.g. in their annual reporting) (Edvinsson and Malone, 1997) . These have received substantial interest in Sweden. Actually, intangibles and intellectual capital have caught the attention of companies, as well as researchers and consultancy firms, before Leif Edvinsson and Skandia presented their ideas.
Two important contributors to the field are Sveiby (1997a Sveiby ( , 1997b and The Konrad Group (1989) (see Ahonen and Gröjer (2005); Flamholtz et al., (2002) and Vuontisjärvi (2006) for additional examples). There is also evidence showing that Sweden has a high amount of IC disclosure compared to most other countries (e.g. Vandemaele et al., 2005) .
Sample of companies in the study and timing of data collection
The most traded companies on the Stockholm Stock Exchange (SSE) were selected for inclusion in the study. All 27 Swedish companies on the A-list, most traded, which tended to cover the largest companies, were chosen. The reason for including the largest companies was that they are more likely to disclose more information than smaller companies and were assumed to have made substantial deliberation on what human resource related disclosures to include in the annual report (e.g. Marston and Shrives, 1991; Hackston and Milne, 1996; Abeysekera and Guthrie, 2005) . Behind this assumption is the fact that larger companies on average have more international exposure, are likely to possess more HC, are generally more transparent, have larger analysts' following, are subject to more media exposure, and have better developed internal management systems than smaller companies. Thus, by studying large companies the impact of deliberate action on annual report disclosure is captured.
A separate issue was the timing of the data collection. An assumption was made that there is a time lag between the introduction of internal human resource programs and activities and their disclosure in annual reports. The questionnaire -measuring internal 
Content analysis
Content analysis of annual reports and other written material has been widely used in accounting research. "Content analysis is a research technique for making replicable and valid inferences from data according to their context" (Krippendorf, 1980, p. 21) . Seen as a technique for data collection, it "is a method of codifying the text (or content) of a piece of writing into various groups (or categories) depending on selected criteria" (Milne and Adler, 1999, p 237) . In IC annual report research, content analysis is used as a research method for capturing and categorizing empirical data (e.g. Gray et al., 1995; Milne and Adler, 1999) . A number of studies have used this method to examine voluntary and mandatory annual report disclosures in different countries (for literature reviews see e.g. Guthrie et al., 2004; Roslender and Fincham, 2004) . Studies of disclosures use several arguments for using annual reports in disclosure studies; it is a major medium for communicating information to stakeholders, it is produced regularly, the company has a substantial editorial input into it and it is widely distributed and read (e.g. Campbell, 2004) .
A decision had to be made on which HC items to focus on in the data collection. In the selection of items, Bukh et al. (2002 Bukh et al. ( , 2005 was used as a starting point.
Only voluntary disclosures were included in the study. It should be noted that there are some disclosure requirements in Swedish law. For example, disclosure of number of employees, separated into men and women, and absence due to sickness are required. There are also substantial disclosure requirements concerning incentive programs for top management.
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These required disclosures are not included in the study. Thus, Bukh et al's items were adapted to a specific Swedish setting. This resulted in 24 separate disclosure items. These are presented in Table I . As seen in the table, the 24 items were divided into 5 disclosure themes. Table I In the literature, there is a continuing debate on which unit of analysis that should be used in annual report content analysis (Gray et al., 1995; Deegan and Rankin, 1996; Milne and Adler, 1999; Beattie et al. 2004) . The debate centers on the most effective way of inferring reporting intent from volumetric data (Campbell, 2004) . Much focus is on whether words, sentences or pages should be used. According to Williams (1999) , the literature does not provide an overwhelming justification for any of the three units of analysis. However, the use of words and/or sentences seems to be preferred by most researchers. This study used both words and sentences as units of analysis.
Take in
In addition to the number of words and sentences, some quality aspects of disclosures were covered in the study (e.g. Guthrie et al., 2004) . These were reporting topic and forms of evidence (the existence of monetary data, numerical data, and of tables and charts). The existence of quantitative and monetary data (hard data) could be an indication of higher importance of an item, since companies are likely to use more resources in gathering hard data rather than only providing text. Tables and charts may be provided instead of text by some companies, which is why such measures were also included (cf. Marston and Shrives, 1991) . Pictures were excluded from the study because of measurement problems (cf. Wilmshurst and Frost, 2000; Guthrie et al., 2004) . Actual results show that there is a very high correlation between words and sentences, making the two measures almost interchangeable. Measures on hard data and tables/charts are generally not as useful as words/sentences, so the latter do appear to be a good measure. Results on all measures are reported in the paper. In each annual report, the following information was collected for each disclosure item:
• Number of words.
• Number of sentences.
• Existence of quantitative data (a binary variable).
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• Existence of monetary data (a binary variable).
• Number of tables/charts.
• Total number of data points in tables/charts.
Having decided on themes and units of analysis, a checklist instrument (including decision rules) outlining criteria for assigning the identified HC disclosures to each of the 24 items was developed. Efforts were made to ensure that the checklist guaranteed that each item was unambiguous and mutually exclusive of others. The checklist was validated in a pilot-study. This step proved to be valuable since it resulted in checklist improvements. In order to ensure reliability in coding, two researchers and a research assistant were involved in the coding process. Inconsistencies in coding between the three coders were synchronized in discussions. If a single item of information was mentioned more than once, it was still only counted as one item.
Descriptive statistics on data collected from annual reports is found in Tables   III, IV and V. The tables provide some interesting information. The medians in Table III show that for the majority of individual items there is no annual report disclosure at all. This is also evidenced in Table V, the variables "quantitative data" and "monetary data" have a large number of zeros. This means there is not much disclosure of this type. The same is true for tables and charts. They are not common in the disclosure. This makes these last four variables more difficult to work with statistically. And, as is evident in the next section, these variables are mostly not significantly correlated to the questionnaire data. Table IV indicates that there is substantial variation in the level of disclosure between different companies, for example between Stora Enso and SCA, even though they are in the same industry. There is also a large variation in the level of disclosure of different items in the themes. "Revenues and employees" is hardly disclosed at all, while "staff health and job satisfaction" appears to be important themes.
An assumption made in this study was that quantity (amount) of disclosure for a specific item is related to the importance of that item. This seems to be a frequent assumptions in the literature (e.g. Gray et al., 1995; Deegan and Rankin, 1996; Neu et al., 1998; Unerman, 2000; Frost and Seamer, 2002; Guthrie et al., 2004) . Given that producing annual reports is costly, and that there is competing demands for space in the reports, the quantity of disclosures should reflect relative importance of different items (Wilmshurst and Frost, 2000) .
E-mail questionnaire
The questionnaire was sent to 27 Swedish companies. Out of these 16 responded, giving a response rate of 59%. In all 27 cases, the questionnaire was sent to the Chief Financial Officer (CFO) of the company. The CFO was considered a relevant proxy for the views of the entire company (cf. Wilmshurst and Frost, 2000) . For analysis purposes, companies are classified by industry. The classification follows the classification done by Affärsvärlden, a leading Swedish business magazine. A list of all usable company observations is provided in Table II . It also shows the industry for the companies included in the study, i.e. for those that replied to the questionnaire.
The questionnaire was about the group level rather than parent company or subsidiaries, the assumption being that strategic HC decisions are made at the group level.
Take in Table II There were three questions in the questionnaire (see Appendix 1). In the first question respondents were asked to rate the importance for each of the 24 disclosure items on an anchored Likert scale from 1 through 7. It was also possible to answer "not at all", which was coded as 0. Likert scales are relevant in ascertaining relative importance of various items (e.g. Frost and Wilmshurst, 2000) . Importance was defined in terms of actual management practices on the 24 items. Especially, activities indicated through company policies, strategies, action plans, etc. were asked for. The second question was about the importance of addressing different intended recipients of each disclosure theme rated on a seven point Likert scale. In the third question the respondents were asked to rate the importance of the five disclosure themes for different stakeholders. The same type of Likert scale was used here as in the first and second question. Descriptive statistics on questionnaire responses is provided in Table III . It is evident from the means of responses to Question 2 in the table that companies focus on employees (and unions) and owners (which also include investors and their advisors, such as analysts) in their disclosure. Suppliers and customers are not important. This may not be surprising, but perhaps more unexpected is the low importance in disclosing for NGO's, governments and the general public.
Take in Tables III, IV and V A test was made for non-response bias by comparing early and late respondents, the assumption being that non-respondents are more similar to late respondents.
A Mann-Whitney test was used to compare the two groups of respondents (cf. Wilmshurst and Frost, 2000) . When comparing responses by item, in no case could the null hypothesis be rejected at a 5 % significance level. This gives an indication that non-respondents are not significantly different from respondents.
In the study, the association between questionnaire answers and disclosures in annual reports was tested. This was done with methods based on ranking of the data. The nature of the data limits statistical methods available. Parametric test cannot be used since the data is not normally distributed. For example, there is a strong skewness in the annual report disclosure data, as evidenced by the differences between means and medians in Table III, as well as the high percentage of zeros in Table V . Also, some of the variables are binary.
Plotting the data further indicated that it is not normally distributed. In addition, parametric tests based on comparisons of means were not used, since the questionnaire and the annual report disclosure data do not have comparable means. They follow different underlying data distributions.
Non-parametric ranking tests were used. Pearson's correlation requires linearity in the data. Our testing indicated that the data is non-linear, which left us with a choice of Spearman's rho and Kendall's tau (cf. Marston and Shrives, 1991) . According to Conover (1980) these two tend to give almost identical results in most situations. This was true for our data as well. Therefore, only results for Spearman's rho are presented in the next section.
One-tailed tests are used, since the data is only tested for positive correlations.
Results
Initially, the association between disclosure items and the corresponding item in the e-mail questionnaire was tested. Thus, the study measured to what extent there is correspondence between importance of an item as rated by the company, and the level (amount) of disclosure of that item in the annual report. The testing was done on both the entire sample, as well as for the subcategories company, industry, and disclosure theme.
Rank correlations for the entire sample are presented in Table VI . As evidenced in the table, the variables "number of words" and "number of sentences" are significantly correlated with questionnaire replies. It should be noted that the Spearman rank correlation between "number of words" and "number of sentences" is 99.5 %. Thus, the two variables are interchangeable in the sample. The correlation between "number of tables/charts" and "data points in tables/charts" is 99.4%. So, those two variables are also interchangeable. In addition, there is significant correlation between most disclosure variables, so they are to some extent interchangeable with each other, although not to the extent of the two pairs of variables just mentioned. Take in Tables VI and VII Next, a test was made for additional structure in the data, by asking the question of to what extent correlations for the entire sample are driven by correlations for specific companies, industries, or disclosure themes. Results provided in Table VII indicate that the overall correlation is driven by a few companies, industries, and disclosure themes. Panel A shows that Holmen has an especially significant correlation between the questionnaire responses and "number of words" and "number of sentences". There is some significance for Skandia, Stora Enso, and Volvo. In addition, it appears that Holmen uses quantitative disclosures to provide information, as does SKF and Stora Enso. SKF is the only company that discloses internal program by using tables and charts. In summary, it can be concluded that for most individual companies there is no significant correlation between management practices on HC and disclosure in the annual report.
One possible explanation for the pattern is that results are driven by industry. In Panel B of Table VII it is evident that commodities is the industry with the greatest correlation, followed by financial firms. Further, looking at Panel C, it can be concluded that the correlation is driven especially by disclosures in the area of "education and training", and to some extent by "staff health and job satisfaction". It is not entirely apparent how "education and training" is related to industries such as commodities. But, "staff health and job satisfaction" could be an important area in heavy industries such as commodities (with possibly many injuries). Thus, it is difficult to see any systematic pattern, but for the majority of companies, industries and disclosure themes there is no significant correlation.
The weak results for individual companies and industries could be caused by data issues. For example, it could be caused by the large number of zeros in the data.
Therefore, a test was made for the entire sample after removing all zero observations. Then there was no significant correlation at all, so this did not seem to be the explanation.
A separate issue is that the items identified in the study came from the disclosure literature, and may therefore not be suitable when measuring management practices in companies. Especially, this may pertain to items 14 and 15 ("education and training expenses", and "employee expenses per employee"), as they may be a consequence of internal strategies, rather than strategies per se. The correlation after removing these two items was tested, but that only led to a slight weakening of results. Thus, this issue does not provide the explanation for weak overall results.
Instead of trying to find a statistical, model-related explanation for the weak and unsystematic results, the study continued by trying to understand the companies´ reasoning behind their HC disclosure strategies, and how this could be related to their management practices. Additional statistical tests based on Questions 2 and 3 in the questionnaire, as well as the previously used data, were made. In Questions 2 and 3 an attempt was made to measure the importance of disclosures as stated by company representatives. The annual report study, on the other hand, measures importance of disclosure as evidenced by actual action by companies. Thus, the distinction between the two sets of data is that they measure perceived importance and action, respectively. Question 2 in the questionnaire was about the importance of different stakeholders when companies choose to make disclosures. Question 3 is about the importance of different disclosure themes to stakeholders in general. These questions were asked by disclosure theme, which is different from Question 1, which was asked by individual item. Thus, when testing for correlations between answers to Questions 2 and 3 and annual report disclosures, the disclosure data hade to be grouped into themes.
Descriptive statistics on disclosure items grouped by theme are presented in Table VIII (cf.   Table III) . Some descriptive statistics on Questions 2 and 3 are found in Table III, and additional statistics on these questions are presented in Table IX . Tables VIII and IX   Table IX , Panel A shows that there is a wide variation in overall perceived importance of disclosure by companies. The answers to Question 3 vary from 3.4 to 6.2 on a 7-point scale. Nordea and SCA focus especially on employees, while most companies do not see NGO's as a stakeholder for their disclosure. Panel C indicates that the area of "staff health and job satisfaction" is especially relevant for employees and unions, as might be expected. Table X   Table X reports results from the rank correlations between answers to Questions 2 and 3, and both annual report disclosure data and answers to Question 1. The first column in the table presents the correlation between perceived importance of working with HC internally (Question 1) and perceived importance of disclosing information about this work to different stakeholders (Question 2). There is a significant correlation between working with HC internally, and wanting to disclose to employees, suppliers and owners.
Take in
The correlation with employees and owners could be expected, but there is no apparent explanation for correlation with suppliers. There is a strong and highly significant correlation between working with HC, and regarding disclosure about HC as important (Question 3).
There are also some significant correlations in the other columns of Table X.
Companies that perceive it important to disclose to the general public tend to write more words and sentences, i.e. more text. To some extent this relationship is also true for those that disclose to unions. Companies that want to disclose to customers and suppliers tend to disclose more monetary data. Finally, in disclosing to governments and the general public, companies tend to include more data points in tables and charts. It is difficult to see any systematic pattern in these results.
These additional statistical tests suggest that there is agreement as regards management practices as stated by the companies and perceived importance of disclosure.
However, actual disclosure behavior does not seem to agree with perceived importance for disclosure. These results should be interpreted with some caution since they are grouped by disclosure theme rather than disclosure item. When grouping data by theme, the previously noted significant correlations between answers to Question 1 and annual report disclosure data (cf . Table VI) is not there anymore. Table XI reports rank correlation for grouped data, and there is no significance.
Take in Table XI
Discussion and suggestions for future research
This exploratory study represents one of the first attempts at exploring the association between annual report HC disclosure and internal HC management practices.
Even though the association was statistically significant on an aggregate level, more detailed testing showed weak associations for most individual companies and industries. Thus, the results do not provide much support for the existence of a link between external HC disclosure and internal HC management practices. However, the results provide some indication that there is a link between management practices as stated by the companies and perceived importance of disclosure, although this is not reflected in actual disclosure.
The lack of stronger results might be explained by circumstances related to disclosure strategy and to internal measurement difficulties. Disclosure of information may impact the company negatively. First, strategic information could be provided to competitors.
This could relate to both positive (e.g. critical success factors) and negative (e.g. low level of employee satisfaction) aspects of the company (e.g. Williams, 2001; Marr et al., 2003) .
Second, there are potential costs of disclosure in relation to company stakeholders (Williams, 2001 ). For example, disclosure might attract unwanted political attention (ibid.), and providing "too much" information to unions or employees may restrict the company's flexibility (and raise worries over legal issues) (Stiles and Kulvisaechana, 2003) . Third, companies may refrain from disclosures because of the extra costs associated with the collection and disclosure of the information (Rylander et al., 2000; Marr et al., 2003) . Fourth, there might be a lack of knowledge about how to measure and report IC in a systematic way because there is no common framework for measuring and reporting (Roslender and Fincham, 2004; Guthrie and Petty, 2000) .
The lack of stronger results could also be caused by study limitations. First, the results from the study are based on a small non-random sample including only Swedish companies. These circumstances reduce the external validity of the results. Future studies could replicate or extend the study using a larger sample of companies and cover other geographical areas. Second, the study focused on annual report disclosures. This may have resulted in an incomplete representation of disclosure practices. Future studies could explore supplementary corporate communications channels such as corporate websites, press releases, corporate brochures, and presentations to analysts. Third, the study focused on quantity rather than quality of disclosures. This might have resulted in information loss.
Future studies could focus more on the quality and type of information disclosed (i.e. the information content). Fourth, the study focused on a single year's annual report. Future research could extend the time period covered in order to observe the development of disclosures and management practices over time. A fifth limitation concerns the measurement of internal management practices. The study did not try to measure in detail what HC work that was actually performed in the companies. This could be investigated in more detail. Finally, answers to Questions 2 and 3 are grouped by disclosure themes rather than items. This might be too crude a measure. Comparing results in Tables VI and XI could suggest a problem using disclosure themes instead of individual disclosure items.
Future research could utilize complementary or competing theoretical perspectives on voluntary disclosure. This study has adopted a decision-usefulness perspective. Consequently, an assumption is made that companies disclose information on HC activities because users find this information useful for decision-making. Other theories, e.g. stakeholder theory, legitimacy theory, political economy of accounting theory or neoinstitutional theory, present other explanations for or drivers of voluntary disclosure practice (see e.g. Gray et al., 1995; Guthrie et al., 2001 ).
Most research on disclosure practice uses the survey method for collecting data.
Future research could consider using field based methods. This could include interviewing managers about their disclosure rationale. The disclosure items in Panel D are described more in Table 1 . 
